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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  the  Commissioner  of  Higher 
Education  -  Guaranteed  Student  Loan  Program  for  the  year  ended 
June  30,  1982. 

The  audit  was  conducted  by  Junkermier,  Clark,  Campanella  and  Stevens, 
P.C.,  under  a  contract  between  the  firm  and  our  office.   The  comments 
and  recommendations  contained  in  this  report  represent  the  views  of 
the  firm  and  not  necessarily  the  Legislative  Auditor. 


Respectfully  submitted, 


Us?-rv~ 


Robert  R.    Rinajv-ood 
Legislative   Auditor 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 


We  have  examined  the  Balance  Sheet  of  the  Guaranteed  Student  Loan  Program 
of  the  State  of  Montana  as  of  June  30,  1982,  and  the  Statement  of  Revenues, 
Expenditures  and  Changes  in  Fund  Balance  -  Budget  and  Actual,  Identification 
of  Net  Income  to  Fund  Balance  Accounts,  and  the  Statement  of  Changes  in 
Financial  Position  for  the  fiscal  year  then  ended.  Our  examination  was 
made  in  accordance  with  generally  accepted  governmental  auditing  standards 
for  financial  and  compliance  audits  and,  accordingly,  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as  we  con- 
sidered necessary  in  the  circumstances. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly 
the  financial  position  of  the  Guaranteed  Student  Loan  Program  of  the 
State  of  Montana  as  of  June  30,  1982,  and  the  results  of  its  operations 
and  the  changes  in  its  financial  position  for  the  fiscal  year  then  ended, 
in  conformity  with  generally  accepted  accounting  principles  applied  on 
a  consistent  basis. 


^tutkwxm,  Glaxk,  CanfOMtlA,  Slevou,  ft 


Helena,  Montana 
December  23,  1982 
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rming  his  examination  of  the  financial  statements. 


The  objective  of  internal  accounting  control  is  to  provide  reasonable, 
but  not  absolute,  assurance  as  to  the  safeguarding  of  assets  against 
loss  from  unauthorized  use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and  maintaining  account- 
ability for  assets.  The  concept  of  reasonable  assurance  recognizes  that 
the  cost  of  a  system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the  evaluation  of  these 
factors  necessarily  requires  estimates  and  judgments  by  management. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 
December  27,  1982 


control  to  future  periods  is  subject  to  the  risk  that  the  procedures 

may  become  inadequate  because  of  changes  in  conditions  and  that  the  degree 

of  compliance  with  the  procedures  may  deteriorate. 

Our  examination  of  the  financial  statements  made  in  accordance  with  gener- 
ally accepted  auditing  standards,  including  the  study  and  evaluation 
of  the  program's  system  of  internal  accounting  control  for  the  year  ended 
June  30,  1982,  that  was  made  for  the  purposes  set  forth  in  the  first 
paragraph  of  this  report,  would  not  necessarily  disclose  all  weaknesses 
in  the  system  because  it  was  based  on  selective  tests  of  accounting  records 
and  related  data.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  internal  accounting  control,  taken  as  a  whole.   Furthermore,  our  study 
and  evaluation  disclosed  no  condition  that  we  believed  to  be  a  material 
weakness. 


JUNKERMIER,  CLARK,  CAMPANELLA,  STEVENS,  P.C. 
Certified  Public  Accountants 


STATE  OF  MONTANA 

GUARANTEED  STUDENT  LOAN  PROGRAM 

BALANCE  SHEET 

June  30,  1982 


ASSETS 

Cash  $  35,261 

Department  of  Education  Administrative 

Cost  Allowance  receivable  72,537 

Department  of  Education  reinsurance 

receivable  14,447 

Accrued  interest  income  8,138 

Investments  (STIP-Principle)  -  Note  3  655,719 

Total  $786,102 


LIABILITIES 

Trade  accounts  payable 

Claims  payable 

Loan  recoveries  due  to  Department  of  Education 

Administrative  Cost  Allowance  overrecovery  due 

to  Department  of  Education 
Accrued  expenses 
Unearned  guarantee  fees 
Federal  advances  payable  -  Note  5 
Due  to  consolidated  entity 

Total  $673,504 


FUND  BALANCES  -  Note  6 

Restricted  income  $  16,833 

Guarantee  fee  income  71,445 

Unrestricted  income  24,320 

Total  112,598 

TOTAL  LIABILITIES  AND  FUND  BALANCES  $786,102 


$  33 

,399 

2 

,711 

366 

6 

,703 

100 

479 

,937 

100 

,000 

50 

,288 

See  the  accompanying  accountants  report  and  the  notes  to  the  financial  statements, 
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STATE  OF  MONTANA 
GUARANTEED  STUDENT  LOAN  PROGRAM 
STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 
CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 
Year  ended  June  30,  1982 


Budget 
$ 

Acti 

jal 

Variance 
Favorable 
(Unfavor- 
able) 

ENUES 

Guarantee  fee  income 
Administrative  cost  allowance 
Interest  income 

$ 

$  37,958 

149,941 

59,535 

$  37,958 

149,941 

59,535 

Net  loan  recoveries 
Loan  recoveries 
Loan  recoveries  owed  to 
Department  of  Education 

- 

515 
(515) 

Totals 

_ 

247,434 

247,434 

EXPENDITURES 

Net  loan  loss  expense 

Death  claims  insured  by 

Department  of  Education 
Death  claims  loss 
Default  claims  insured  by 
Department  of  Education 
Default  claims  loss 

Processing  fees 

Administration 

Capital  outlays  -  Note  1 

Totals 

EXCESS  (DEFICIENCY)  OF  REVENUES 
OVER  EXPENDITURES 

FUND  BALANCE  JULY  1,  1981 

PRIOR  PERIOD  ADJUSTMENT  -  Note  4 

FUND  BALANCE  (DEFICIT)  JUNE  30,  1982 


- 

$(27,392) 
27,392 

- 

- 

- 

(58,566) 
58,566 

- 

- 

89,000 
75,713 
13,000 

88,517 
76,395 
12,383 

483 

(682) 

617 

177,713 

177,295 

418 

(177,713) 

70,139 

247,852 

51,399 

51,399 
(8,940) 

$112,598 

(8,940) 

;(126,314) 

$238,912 

See  the  accompanying  accountants'  report  and  the  notes  to  the  financial  statements, 


STATE  OF  MONTANA 
GUARANTEED  STUDENT  LOAN  PROGRAM 
IDENTIFICATION  OF  NET  INCOME  TO  FUND  BALANCE  ACCOUNTS 
Year  ended  June  30,  1982 


Total  revenues 

Total  expenditures 

Excess  (deficit)  of  revenues 
over  expenditures 

Fund  balance  July  1,  1981 
Prior  period  adjustments 

Fund  balance  June  30,  1982 


Guarantee    Unre- 
Restricted    Fee    stricted 
Income     Income     Income 


13,098 
3,735 


37,958 


19,083 


38,951      8,713 
(5,464)    (3,476) 


Total 


$  13,098   $  37,958   $196,378   $247,434 
-_      -     177,295    177,295 


70,139 

51,399 
(8,940) 


$  16,833   $  71,445   $  24,320   $112,598 


See  the  accompanying  accountants'  report  and  the  notes  to  the  financial  statements. 
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STATE  OF  MONTANA 
GUARANTEED  STUDENT  LOAN  PROGRAM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
For  the  Year  ended  June  30,  1982 


SOURCES  OF  WORKING  CAPITAL 

Excess  of  revenues  over  expenditures  $  70,139 

Federal  advances  50,000 

120,139 

APPLICATION  OF  WORKING  CAPITAL 

Prior  period  adjustment  8,940 

Increase  in  working  capital  $111 ,199 


CHANGES  IN  COMPONENTS  OF  WORKING  CAPITAL 
Increase  (decrease)  in  assets 

Cash  $  11,025 

Department  of  Education  Administrative 

Cost  Allowance  receivable  29,850 

Department  of  Education  reinsurance 

receivable  14,447 

Other  receivables  (2,593) 

Accrued  interest  income  5,079 

Investments  398,139 


$455,947 


Increase  (decrease)  in  liabilities 

Loan  recoveries  due  to  Department  of  Education  366 

Administrative  Cost  Allowance  overrecovery 

due  to  Department  of  Education 
Claims  payable 
Trade  accounts  payable 
Accrued  expenses 
Unearned  guarantee  fees 
Due  to  consolidated  entity 


Increase  in  working  capital 


6,703 

2,711 

30,633 

(160) 

254,207 

50,288 

344,748 

$111,199 

See  the  accompanying  accountants'  report  and  the  notes  to  the  financial  statements, 


STATE  OF  MONTANA 

GUARANTEED  STUDENT  LOAN  PROGRAM 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

June  30,  1982 


1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Description  of  Program  -  The  State  of  Montana  Guaranteed  Student  Loan 
Program  is  a  Special  Revenue  fund,  as  it  accounts  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to  expenditure  for 
specified  purposes,  established  by  the  Office  of  the  Commissioner  of  Higher 
Education  in  fiscal  year   1981  to  coordinate  and  administer  the  federally 
insured  student  loans  issued  by  various  lending  institutions  within  the 
state  of  Montana. 

Basis  of  Accounting  -  The  financial  statements  were  prepared  using  the 
modified  accrual  basis  of  accounting.  Under  the  modified  accrual  basis 
of  accounting,  expenditures  are  recorded  on  the  basis  of  valid  obligations. 
Revenues  are  recorded  when  received  in  cash  unless  susceptible  to  accrual. 

Revenues  are  susceptible  to  accrual  if  they  are  measurable  and  available 
to  finance  expenditures  of  the  fiscal  period  or  are  not  received  at  the 
normal  time  of  receipt.  Revenues  are  deferred  if  material  and  are  received 
before  the  "normal"  time  of  receipt  or  if  received  for  a  particular  activity 
and  the  expense  for  the  activity  has  not  been  incurred  prior  to  fiscal  year- 
end. 

Vacation  and  Sick  Leave  -  Upon  termination,  qualified  employees  having 
unused  accumulated  vacation  and  sick  leave  receive  100  percent  payment  for 
vacation  and  25  percent  payment  for  sick  leave.  The  liability  amount  asso- 
ciated with  unused  accumulated  vacation  and  sick  leave  at  June  30,  1982, 
is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount.  The  monetary 
liability  is  not  calculated  until  an  employee  terminates. 

Fixed  Assets  -  The  program  is  accounted  for  as  a  Special  Revenue  fund 
and  as  a  result,  fixed  assets  purchased  by  this  fund  are  recorded  as  expen- 
ditures at  the  time  of  the  purchase.  The  fixed  assets  purchased  by  this 
fund  are  accounted  for  in  the  General  Fixed  Asset  Group  of  Accounts  main- 
tained by  the  State  of  Montana,  Office  of  the  Commissioner  of  Higher 
Education.  During  fiscal  year  1982,  $12,383  of  fixed  assets  were  purchased. 
Total  purchases  through  June  30,  1982,  also  are  $12,383. 

2.   EMPLOYEES'  RETIREMENT  SYSTEM 

The  Guaranteed  Student  Loan  Program  employees  are  covered  by  the  Public 
Employees'  Retirement  System  (PERS).  Under  this  plan,  the  state  contrib- 
utes 6.2  percent  of  an  employees'  gross  wages  to  PERS.  The  employee  con- 
tributes 6  percent  of  his  gross  wages. 

The  state's  policy  is  to  fund  accrued  pension  costs.  Based  on  the  most 
recent  actuarial  valuation  report  on  June  30,  1982,  the  Public  Employees' 
Retirement  System  was  actuarially  sound. 
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STATE  OF  MONTANA 

GUARANTEED  STUDENT  LOAN  PROGRAM 

NOTES  TO  THE  FINANCIAL  STATEMENTS  (Continued) 

June  30,  1982 


3.   INVESTMENTS 

Investments  are  units  purchased  in  the  State  of  Montana's  Short-Term 
Investment  Pool  and  are  reflected  at  cost.  The  June  30,  1982,  balance 
reflects  the  following: 


Number 

of 
Units 

724 


Cost 


$655,719 


Market 
Value 

$651,158 


4.   PRIOR  PERIOD  ADJUSTMENT 

Excess  revenue  was  overstated  in  fiscal  year  1981  by  $8,940.  This  has  been 
corrected  in  the  current  year  by  an  adjustment  to  the  appropriate  fund  bal- 
ance. The  errors  are  as  follows: 


Overstatement  of  excess  revenue  due  to  error 
in  calculation  of  fiscal  year  1981  Guarantee 
Fee  Income 

Understatement  of  excess  revenue  due  to  lack 
of  recognition  of  fiscal  year  1981  Department 
of  Education  Administrative  Cost  Allowance 
receivable 

Overstatement  of  excess  revenue  due  to  admin- 
istrative expenditures  incurred  in  fiscal  year 
1981  and  not  reported 


FEDERAL  ADVANCES  PAYABLE 


$  (5,464) 


$  50,961 


(54,437)    (3,476) 


$  (8,940) 


The  Program  has  received  $100,000  in  the  first  two  years  of  its  operation 
from  the  United  States  Government,  Department  of  Education,  to  assist  the 
program  in  its  start-up  stages.  These  funds  are  restricted  in  their  use 
and  may  be  recalled  by  the  federal  government  if  the  reserve  maintained 
by  the  program  exceeds  certain  requirements.  At  June  30,  1982,  the  pro- 
gram's reserve  had  not  exceeded  the  requirements. 

RESTRICTED  INCOME  FUND  BALANCE 

This  fund  balance  accounts  for  all  interest  earnings  on  the  advances  dis- 
cussed in  Note  5  as  these  interest  earnings  must  be  maintained  for  claim 
payments  by  program  regulation. 
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